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Machinery and Motors, 3,007 m.t. and $15.2 
million; Ciga rettes, 1, 15] m.t. and $9.1 million; 
Chemical and Pharmaceutical Products, 2,105 m.t. 
and $3.4 million; Vehicles and Transportation 
aan. 1 628 m.t. and $3.5 million; Textiles, 
1,601 m.t. and $3.0 million; Agricultural 
Machinery and Equipment, 579 m.t. and $2.6 
million. 
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1/ Embassy Estimates 





SUMMARY 


Since 1977, Paraguay's dynamic economic growth has been nothing short of spec- 
tacular. During the period 1977-1980, real GNP growth averaged 11.4 percent. 
In 1981, due to internal and external factors, economic growth decelerated to 
a still impressive 8.5 percent. Paraguay's real growth in 1981 was the 
highest in Latin America and the Caribbean. 


Despite the sustained expansion, the Paraguayan economy slowed perceptibly in 
the latter half of 1981 and went into a recession which is continuing as of 
mid-1982. Several factors combined to slow the economy last year. One was 
the currency devaluations in neighboring Argentina and Brazil. Another was 
the phasing down of Itaip@ construction and the extended delay in initiating 
the main civil works at Yacyreta. Still another factor was the declining 
international market prices for agricultural exports. The recession in the 
industrial nations also contributed to the slump. 


Perhaps the factor which has had the greatest negative effect on the economy 
is the currency devaluations in neighboring Brazil and Argentina. These 
devaluations have resulted in a decline in Paraguayan exports and tourism 
receipts and a sharp increase in unregistered imports from Brazil which are 
thought to be displacing domestically-produced goods, causing business inven- 
tories to accumulate, capacity utilization to fall, and producers to petition 
the Government for protection and relief from the illegal imports, a reduction 
in import and export taxes, and a larger allocation of credit to the manufac- 
turing sector. 


In response to these developments, the Central Bank of Paraguay issued a series 
of monetary measures to reduce local currency speculation, stabilize the free 
floating exchange market, stimulate exports and discourage non-essential 

imports. The package of measures taken by the Government represents a de facto 
devaluation of the guaran? vis a vis the U.S. dollar of about 20 percent. A 
preliminary assessment is that the measures appear to have been largely effective. 


The Embassy forecasts much slower real GNP growth perhaps below five percent in 
1982. Inflation should continue to drop and may even fall below five percent 

as well. In addition, the Embassy anticipates another but smaller trade deficit 
in 1982, accompanied by the first overall balance of payments deficit in more 
than a decade. The prospect of a fiscal deficit is also real in 1982, but the 
Government is seeking to avoid it through spending reductions and increased 

tax collections. 


Since the onset of the recession some months ago, the demand for both capital 
and consumer goods has weakened as buyers have deferred their purchase decisions 
and tightened their spending patterns. Consequently, the outlook for a signif- 
icant increase of U.S. exports to Paraguay in 1982 is not favorable. Startup 

of the main civil works at Yacyreta, unlikely in 1982, could be the psycholog- 
ical stimulus needed to propel the economy out of the doldrums. Improved 
international market prices for Paraguay's agricultural exports could also 

help. All in all, 1982 will be a difficult year for an economy that has become 
accustomed to rapid economic growth. 





GNP GROWTH DECELERATING 





After four consecutive years of double-digit growth averaging 11.4 percent, 
the rate of real GNP growth in Paraguay decelerated to a still impressive 8.5 
percent in 1981. The factors contributing to the slowing of the economy 
included a decline in construction activity--including that at Itaipi and the 
delay at Yacyreta, currency devaluations in neighboring Argentina and Brazil, 
a deterioration in international market prices and market conditions for the 
principal Paraguayan agricultural exports, and the recession in the indus- 
trialized nations. All of these factors combined to slow the economy and send 
it into a recession. The depth and duration of the downturn are difficult to 
predict given dependence on exogenous irifluences. The official estimate is 
that economic growth will decrease to 3 percent in 1982. However, private 
Sources forecast that real growth will be in the range between zero and 4-5 
percent. 


AGRICULTURE: HARD TIMES FOR FARMERS 





Agriculture is the abiding mainstay of the Paraguayan economy, employing 

almost half the country's labor force and comprising close to 30 percent of 
GNP. Agricultural exports, principally cotton, soybeans, lumber and essential 
and vegetable oils, account for more than 95 percent of export earnings. 

Other important crops whose production the Government is seeking to increase, 
include wheat, sugar cane, and rice. A revival of meat exports is also desired 
but current international market conditions are making it very difficult for 
this effort to succeed. 


During the last eight months of 1981, international market prices for cotton 
dropped below what Paraguayan farmers and exporters had expected to receive. 
As a result, those individuals were barely able to cover their costs. Most of 
cotton crop was also sold at unfavorable prices, and it is likely 
tl acreage devoted to the fiber will be reduced in the next planting 
Season. Soybean prices also fell in 1981 but not so sharply as cotton prices. 
A recent shortfall in Brazilian soybean production has created a situation in 
which Paraguayan producers are selling in that market at a very favorable 
price. Lumber export earnings decreased 45 percent in 1981 mainly because of 
a decline in sales to Itaipw& and a decrease in demand from Brazil and 
Argentina caused by currency devaluations. 


The outlook for cotton in 1982 is not promising, due to the abundant crops in 
the United States and Mexico and the weak demand from European countries and 
the drop in petroleum prices, which will increase the use of synthetics. The 
Short and medium-term outlook for soybeans is good and production is expected 
to increase by 25 percent annually. Some improvement in lumber exports should 
occur when the civil works construction begins at the Yacyreta hydroelectric 
project. However, on balance, 1982 will be a difficult year, particularly for 
Paraguayan small farmers heavily committed to cotton. 
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BALANCE OF PAYMENTS: CAPITAL INFLOWS MAY NOT BE ENOUGH 





In 1981, the current account deficit increased to $561.5 million compared with 
the $464.9 million recorded the previous year. Both goods and services have 
been in deficit since 1976. Capital inflows from ItaipG@ and Yacyreta, together 
with loans and investments from abroad, offset the current account deficit, 
enabling the Government to post an overall external sector surplus of $45.2 
million. This surplus, down 73 percent from that of 1980, will most likely 

not be matched in 1982. The official estimate is that the balance of payments 
in 1982 will in fact be in deficit for the first time in a decade by about 

$90 million, primarily because of the winding down of Itaipi and the continued 
delay of Yacyreta civil works construction. 


TRADE GAP IS WIDENING 





Paraguay's trade deficit is increasing. In 1980, it jumped by 56 percent over 
the $132.5 million recorded in 1979. The gap widened slightly in 1981 as the 
balance of trade deficit reached $210.6 million. Since 1978, Paraguayan 
exports have increased only 15 percent while imports have risen 60 percent. 

In commenting upon this development, Government sources have expressed concern 
about the leveling off of exports, and journalists have emphasized the need to 
diversify exports and to step up the search for new foreign markets. Govern- 
ment spokesmen anticipate that the trade deficit will decline by 20 percent in 
1982 because of a series of foreign exchange measures the Government enacted 
which are aimed at stimulating exports and discouraging non-essential imports. 
The Government's objective is to boost exports 22 percent to $360 million in 
1982 while holding imports down. 


INFLATION CONTINUING TO MODERATE 





Paraguay is relatively much better off in terms of inflation than many 
countries in Latin America and the Caribbean. The Central Bank's Consumer 
Index is based on the market basket of a working class Paraguayan and has not 
been revised since 1964. The Central Bank is now engaged in an intensive 
review of the Index to make it more accurately reflect current spending pat- 
terns. Publication of the new Index, which will be based on a market basket 
for the entire urban population, is imminent. According to the present Index, 
the cost of living rose 22 percent in 1980, and 13 percent in 1981--and the 
rate of increase is continuing to decline. The Government is projecting an 
inflation rate of 6 percent for 1982, and it could even be lower. Paraguay's 
success in reducing its inflation rate is due to the restrictive monetary 
policy of the Central Bank, the worldwide recession and the winding down of 
Itaipu and the lack of progress in beginning civil works of Yacyreta. 


HYDROELECTRIC PROJECTS 


The basic spur for Paraguayan prosperity and the keystone for optimism about 
the future of the economy is the development of the hydroelectric potential of 
the Parana River, along Paraguay's eastern frontier with Brazil and Argentina. 
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BUDGET: SHORTFALL IN REVENUE EXPERIENCED IN FIRST QUARTER 





The official budget projects a surplus of about $55.5 million in 1982. However, 
based on preliminary figures for the first quarter, the Government is experi- 
encing a sizeable shortfall of about $120 million or 26 percent in its tax 
collections on a yearly basis. This was mainly caused by the recession which 
the economy has been experiencing since the latter half of 1981, the prolonged 
delay in implementation of Yacyreta, and the continuing drop in the rate of 
inflation. The Ministry of Finance has taken the first steps to implement an 
austerity program in an attempt to head off a large budget deficit in 1982. 


UNEMPLOYMENT AND UNDEREMPLOYMENT RISING 
Government sources report that Paraguay's unemployment rate was 3.5 percent in 
1981, and may double in 1982. However, current and accurate data on unemploy- 
ment is not readily available, and some sources believe the rate is much higher 
than the official reports indicate. Many other people are underemployed, 
working fewer hours than they are normally accustomed to or performing tasks 
beneath their level of skill and training. The annual creation of new jobs to 
absorb new entrants in the labor market is an important challenge facing the 
Paraguayan public and private sectors. 


IMPLICATIONS FOR THE UNITED STATES 


The Paraguayan market, while small, is still an attractive one for U.S. business 
Since it is Open, basically laissez faire and increasingly prosperous. The 
country imported $506.1 million in 1981. Leading foreign suppliers were: 
Brazil ($131.2 million), Argentina ($100.1 million), United States ($49.2 mil- 
lion), Japan ($42.0 million), and West Germany ($41.0 million). Algeria, the 
United Kingdom and Uruguay were the next ranking suppliers. Principal imports 
are: machinery and motors, transportation equipment, petroleum, beverages and 
tobaccos, chemical and pharmaceutical products, foodstuffs and iron and steel 
manufactures. 


American products enjoy a good reputation for quality. The U.S. share of the 
Paraguayan market in 1981 was about 10 percent. The main imports from the 
United States in 1981 were: machinery and motors ($15.2 million), cigarettes 
($9.1 million), chemical and pharmaceutical products ($3.4 million), vehicles 
and transportation equipment ($3.5 million), textiles ($3.0 million), and 
agricultural machinery and equipment ($2.6 million). 


In analyzing Paraguayan trade figures, one should bear in mind the large amount 
of unregistered trade of both imports and exports, that goes on 
with neighboring countries. To illustrate this, we might note the discrepancy 
between U.S. and Paraguayan statistics on trade between the two countries. Our 
table of key economic indicators uses Paraguayan statistics. According to these 
figures, exports to the United States were $15.3 million in 1981, and imports 

of $49.2 million. U.S. statistics show imports of $48.5 million from Paraguay 
and exports of $108.4 million, more than double what is reflected by Paraguayan 
Statistics. A similar result is obtained if one compares Paraguayan and 
Brazilian statistics on bilateral trade. 
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Four American banks currently have active branches in Asunci6n. U.S. insurance 
and transportation companies are also operating in the market and American 
firms are involved in agri-business and selected other investment ventures, as 
well as exploring for minerals and petroleum. A Paraguayan-American Chamber of 
Commerce was established in August 1981 which now boasts about 100 members. 


Sales potential is promising for the following U.S. product categories: 
electric power generation and distribution equipment; general industrial 
machinery and motors; trucks and transportation equipment; office, computing 
and data processing equipment; and medical, laboratory, meas ing and control- 
ling instrumentation. Other products considered to have promising sales 
possibilities include: medical and health care equipment and veterinary 
Supplies; air conditioning equipment; household appliances; builders' supplies, 
printing and graphic arts equipment; canned foods and wines; and plastics 
industry raw materials. 


U.S. companies interested in exporting products or services to Paraguay are 
encouraged to make the U.S. Department of Commerce or its nearest Pistrict 
Otfice their first point of contact. Commerce Department specialists are in a 
position to provide the latest reports submitted by the Embassy in Asuncion on 
trade and investment opportunities, as well as copies of market research 
reports and bulletins on upcoming major projects. Recently, for example, the 
Embassy submitted reports on several invitations to bid on public sector 
projects as well as telegram reports on airport, telecommunications, river port 
expansion, public health and railroad projects. These reports are available 
for the asking. The Embassy will be pleased to assist U.S. business executives 
travelling to Asuncion. 





